Introduction
Cash transfer programs have become the centerpiece of many Latin American countries' social protection agenda. They have become popular not only as short term instruments to help the poor cope with economic shocks, but also as longer-term poverty alleviation programs supporting minimum consumption levels and promoting the accumulation of human capital.
Yet, while several evaluations have demonstrated the impact of cash transfers on poverty reduction and human development outcomes, they do absorb an important share of governments' budgets Fiszbein and Schady, 2010; World Bank-IEG, 2011) . Most countries in the Latin America and Caribbean (LAC) region count with conditional cash transfer programs (CCTs) targeted to poor households with children that account for budgets up to 0.6 percent of GDP (see Table 1 ). Some countries in the region (fewer than those with CCTs) also provide cash transfers to the elderly, many of them on a universal (i.e. categorical) basis, that require an even more sizeable share of public budgetup to 1.3 percent of GDP (see Table 2 ). These programs can account, in a country like Brazil, for up to 1.7 percent of GDP, and for the average in the region, between 1 and 2 percent of GDP .
Resource constraints and ethical considerations have led to a heated debate on the scope and coverage of cash transfers. Few doubt about providing benefits to people falling within demonstrable categories of vulnerable groups, such as the children, the elderly or the disabled, though there is still an open debate on how children and the elderly compete as the primary group to focus social assistance.
2 But there is less consensus on whether transfers should be given to all people within these categories (i.e. be "categorical"), or if they should be restricted to poor people within categories of beneficiaries (i.e. be "poverty targeted"). While poverty targeted transfers are more cost effective because limited resources are distributed among fewer beneficiaries, they remain more complex and costly to administer. And even the most sophisticated targeting systems miss some of the poor, 3 and may have difficulties to adapt to entry and exit to and from poverty because registers of beneficiaries cannot be updated frequently. It is not therefore always obvious that poverty-targeted social assistance programs are the best approach to alleviate poverty. At the heart, the optimal design relates to societal preferences for redistribution and taxation (Mkandawire, 2005) , as well as tolerance to exclusion errors or deviating from a "rights" approach. But the choice of design can also be informed by technical considerations, such as looking at the accuracy and cost effectiveness of different targeting mechanisms, which is the focus of this paper. American context targeting assistance to the poor tends to deliver higher poverty impacts.
There are nonetheless circumstances under which categorical targeting confined to geographical regions may be a valid option to consider. This is particularly the case in low income countries with widespread pockets of poverty.
The paper proceeds as follows. The next section summarizes trends in social assistance and the ongoing debate on categorical vs. targeted social transfers. Section 3 discusses the methodology used in the simulations. Section 4 presents the simulation results for the 13
Latin American countries. Section 5 concludes.
The cash and targeting revolutions
All over the developing world, and particularly in Latin America, social protection programs are moving from universal in-kind benefits and subsidies, to targeted cash transfers. The rationale behind the silent revolutions towards cash lies in higher welfare impacts (cash can support households' needs beyond food), economic efficiency (e.g., avoidance of deadweight losses and distortions from subsidies), transparency and accountability, and simplification of the administrative procedures in service delivery . While cash transfers are far from being a panacea and should be designed in the context of a broader social assistance strategy that takes into account the local context and political economy, they undoubtedly improved in many countries both beneficiaries' welfare and the cost effectiveness of social assistance programs.
With the expansion of cash transfers, a debate has however arisen on the extent to which assistance should be provided to all people falling within demonstrable vulnerable categories (such as the children, the elderly or the disabled), or only to the poor within these categories. Is it optimal, and, equally important, is it ethically correct to handpick beneficiaries within categories?
From an ethical perspective, many advocate that social assistance programs should favor horizontal equity and that any person falling into a category that tends to be . Leite (2011) finds, for instance, that in Tanzania some of the elderly from rural poor villages did declare having 3 meals a day to avoid the stigma of being perceived as poor.
The extent to which these drawbacks represent a strong argument against targeting still remains an open discussion. When the benefits of social assistance programs do not become disproportionate, existing studies find that labor market distortions from poverty targeting remain moderate (Parker and Skoufias, 2000; Skoufias and Di Maro, 2011; Fiszbein and Schady, 2010; World Bank-IEG, 2011) . And while exclusion error may still be considerable, many categorical programs also miss some of the poor -though in lower proportions -because of information failures and high participation costs in remote areas (Barrientos, 2008; Sluchynsky, 2008) .
The categorical approach is also challenged by the reality of hard budget constraints and political economy considerations. Countries have limited resources to fight poverty and promote equity. Broad social assistance policies in developing countries cost already on average 2 percent of GDP (Weigand and Grosh, 2008; Grosh et al., 2008) , though wide disparities subsist across countries. 3 And even if some countries may have the fiscal space to expand further coverage, this can be politically costly. In general, policy discussions tend to center on how to improve the programs' impact within the existing resources.
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In addition to ethical and political economy considerations, there are also technical arguments both in favor and against targeting. The main advantage of poverty targeting is to increase the amount that can be transferred to each beneficiary for a given budget, which maximizes the poverty impact of transfers. For instance, Grosh and Leite (2008) analyze cash transfer for the elderly in four countries -Yemen, Niger, Panama and Kyrgyzstan. They find that, despite exclusion errors, poverty targeted social pensions are much more costeffective per dollar spent, and, for a fixed budget, convey a higher poverty impact. On the other hand, however, targeting is costly. Caldes et al. (2006) and Grosh et al. (2008) find that administrative costs of poverty targeted conditional cash transfers (including the cost of collecting the data needed to construct a proxy means test and periodical reclassification of beneficiaries) tend to be around 10 percent of the program's budget. In some extreme cases it can absorb up to 30 percent of it, which can seriously affect the ability to provide larger transfers. Unless targeting really delivers strong differences in impact, categorical transfers should thus be considered as a valid option.
In sum, the optimal design of programs and the extent to which to target depends very much on local conditions (Coady et al., 2004; Grosh et al., 2008) . In designing a cash it also provides some guidance on circumstances under which targeting may bring more benefits. It does not provide however a definitive answer for three reasons. First, because simulations are done for 13 countries only -too few to conduct a statistical meta analysis.
Second, because the simulations do not consider behavioral changes of beneficiaries that could alter labor market decisions and poverty status. Third, and more importantly, because
Data and methodology
In what follows, we look first at the impact on poverty and inequality of poverty-targeted and categorical cash transfers to children up to five years of age. We then repeat the exercise for social pensions to elderly people of age 65 and higher, and conclude by comparing the two. Our workhorse simulation consists of a hypothetical cash transfer program that transfers an amount equal to 0.5 percent of GDP to a reference group (i.e.
children or the elderly). The amount was chosen to strike a balance between large CCT programs such as Oportunidades or Bolsa Familia that transfer around 0.3 -0.4 percent of GDP, and more costly social pensions programs that in some countries transfer up or even more than one percentage point of GDP. In choosing a common metric, we will be better able to compare the poverty impact of both types of programs.
The simulations run as follows. For the targeted variant, we consider all households that meet the categorical criteria, and that have a gross income below USD 2.5 a day in per capita terms (an international widely used poverty line). In the literature, this group is referred to as the extreme poor. In 2010 the extreme poor consisted on average of 15 percent of the Latin America population (World Bank, 2010) , and is the main beneficiary of social assistance programs. To estimate the size of the transfer, we then allocate 0. Observe, also, that we look at the poverty and inequality impact of programs that are in addition to the ones that are already implemented. Ideally, it would be preferable to first subtract from households' income all transfers that they already receive, and subsequently add our transfer from the hypothetical program. In doing so, it would be possible to provide an idea on the extent to which the coverage of current programs could be improved to enhance cost effectiveness. Unfortunately, we only have limited and imperfect data about the amounts transferred to households in each country survey. We chose therefore not to explore that avenue. 
Results

Children
We begin by looking at the poverty and inequality impact of targeted and categorical cash transfers programs to families with children up to 5 years of age. Several features emerge.
First, we can observe a relationship between income per capita, and the effectiveness of the program in reducing poverty under both the targeted and untargeted modality. The same 10 program (if implemented ideally) is more than twenty times more effective in reducing poverty rates in Argentina than in Nicaragua under both modalities, and eight times more effective in reducing the poverty gap. Without even considering implementation issues, it is thus far easier to achieve a poverty impact in wealthier countries than in poorer ones. Two main reasons stand out: transfers remain higher in wealthier countries because of larger budgets available, making it easier to lift people above USD2.5 dollars a day: 0.5 percent of GDP corresponds to an average of 715 USD per capita (in PPP terms) in 2008 in Argentina, but only to 134 USD per capita in Nicaragua. In addition, wealthier countries also display lower poverty rates and a lower proportion of children in the population, and therefore, under the targeted modality, a higher budget is distributed among fewer beneficiaries. Second, targeted programs are, on average, 3.2 times more effective in reducing poverty rates (and 2.3 more effective in reducing the poverty gap) than categorical programs. There is, however, considerable variation across countries: in Nicaragua, a perfectly targeted program would only be 2 times more effective in reducing poverty rates than a categorical one, while in Colombia (the other extreme) this ratio jumps to 7.1. These differences are not explained by income levels alone: effectiveness in Nicaragua and Argentina, two countries with very different income levels, is for instance very similar. Rather, differences in impact depend on a more complex combination of factors, such as how widespread are pockets of poverty with people far off the poverty line. In Colombia, not only poverty is more widespread, but the poverty gap is twice as much as in Argentina. That implies the need of higher transfer levels to the poor to lift them out of poverty, hence a categorical transfer, which dilutes available resources among more beneficiaries, remains less effective.
Targeted programs are also much more effective in reducing income inequality. On average, in our sample, a categorical transfer of 0.5 percent of GDP to children reduces the The first, striking contrast with respect to transfers to children is that in all countries (with the exception of Nicaragua, and under some circumstances Guatemala), both targeted and categorical transfers to the elderly have a significantly lower impact on poverty than an equivalent program for children. The difference in poverty impact is large: on average, categorical transfers to children are 1.6 times more effective in reducing poverty than categorical transfers of equal budget to the elderly, and targeted transfers twice more effective. The reasons are straightforward: poverty rates among the elderly are, on average, lower than for children; and poorer families have more children, but not more elderly people. The simulations also suggest that the common belief that cash transfers to the elderly can reduce substantially poverty by trickling down to all family members has limited validity: with fewer elderly than children living in poor households, for the trickledown effect to be effective money should be transferred across family members living in different households, a much less likely event.
There is nevertheless considerable variation across countries in the poverty impact of transfers to the elderly. The maximum reduction in poverty rates (close to 20 percent) is achieved, as expected, in countries with high poverty incidence among the elderly, such as Mexico and Colombia. Effectiveness of a targeted program as opposed to a categorical one also varies substantially across countries, being 0.7 times higher in Nicaragua, to 1 in Guatemala, to 2 in Colombia and 3.2 times in Costa Rica, and 2.8 percent on average across countries. Similar conclusions apply for the reduction in poverty gaps (poverty targeted transfers are on average 2.3 more effective in reducing poverty gaps than categorical ones). In addition to lower impacts on poverty, transfers to the elderly have also a lower impact on inequality than transfers to children. While, on average, targeted transfers to poor children reduce income inequality by 2.6 percent on average, the same amount of resources targeted to the elderly poor reduces income inequality by 1.7 percent. Again, poverty-targeted transfers are more effective in reducing income inequality than categorical ones across countries (2.3 times more on average), though the difference is less pronounced in Costa Rica and Mexico.
Cost-effectiveness of categorical vs. targeted programs
The previous section deals with the extent to which, for a given budget, targeted programs are more effective in reducing poverty and inequality. But the reverse question is also of interest: how much would it cost to achieve the same poverty impact of a targeted program using a categorical one? To address this question, we proceed as follows. For a categorical program to achieve the same poverty impact than a targeted one, it must transfer the same amount of resources but to all beneficiaries -not simply poor ones. With this simple rule in mind, we look at the cost-effectiveness of categorical vs. targeted cash transfers, which is summarized in Figure 7 .
In all countries under consideration, a targeted cash transfer can achieve the same poverty impact than a categorical one using from 2 to 13 times less resources. The large difference in costs suggest that in most countries some form of targeting, even if costlier and far from perfect, can lead to large efficiency gains and allow for more generous transfers to the poor. Efficiency gains show, however, strong heterogeneity across countries, with poorer countries demonstrating lower gains than wealthier ones, from around 2 in Nicaragua, Bolivia and Guatemala to around 7 in Argentina and Costa Rica, to 13
in Chile. In all cases, the cost-effectiveness of targeted interventions is even greater for transfers to the elderly than for children. The heterogeneity seems to have a direct link to the fact that wealthier countries have fewer poor people, and therefore, for a given overall budget, they can transfer a significantly larger amount of resources to a narrower set of people under targeted programs.
15 could lead to large efficiency gains. In these countries, stronger implementation capacity could also better resolve some of the technical implementation challenges that lead to exclusion errors.
Imperfect targeting and administrative costs
These basic simulations miss an important feature. Actual poverty targeting, means or proxy-means tested, is costly and far from being perfect. As a robustness exercise, we simulate therefore the impact of an "imperfect" poverty-targeted program to children. To do so, we presume that the targeted program spends 15 percent more than the categorical program in administrative costs (so that 15 percent less resources are being transferred to the beneficiaries), and that exclusion errors lead to missing 30 percent of the extremely poor (randomly selected among potential beneficiaries). For comparison purposes, we also explore the possibility that categorical targeting is also subject to a degree of imperfectness, (Fiszbein and Schady, 2010) . Figure 8 presents the poverty impacts of the various variants. In all countries, the imperfectly targeted program continues to deliver a better poverty impact than the categorical programs. The impact remain in fact closer to the perfectly poverty targeted program, than to the categorical ones. Nevertheless, in countries where differences between targeted and categorical systems were already small, the attractiveness of a categorical program with respect to an imperfectly targeted one has now increased: in Nicaragua, for instance, a categorical program only achieves almost the same poverty reduction than an imperfectly targeted program that costs the same -but does not "miss" 30 percent of the extreme poor. In contrast, in wealthier and more unequal countries, such as Colombia, the need to transfer higher amounts to a fewer pool of poor beneficiaries makes an imperfectly targeted system still an attractive option. The poverty impact of targeting the poorest quintile varies dramatically according to the poverty headcount and gap of each country. In Peru and Ecuador, where extreme poverty incidence among children is close to 20 percent, the two approaches are equivalent. In cases where poverty incidence is lower than 20 percent, a relative targeting would still reach all poor, but will dilute the average transfer due to the inclusion of non-poor beneficiaries. The resulting lower average transfer would imply that some of the poor will not be able to be lifted out of poverty. The lowest poverty impact in targeting the poorest quintile is however in countries with widespread pockets of poverty exceeding 20 percent, and in countries that have large poverty gaps, such as Nicaragua, Guatemala and Bolivia. In these cases, targeting the bottom quintile misses the beneficiaries who remain close to the poverty line, hence the transfers lift very few (or no) beneficiaries out of poverty. At the same time, however, the transfers reach more generously the poorest beneficiaries that remain far from the poverty line. It is not possible to assess, from a welfare perspective, which modality delivers higher welfare. The exercise shows however that changing the targeting modality can affect significantly the profile of beneficiaries, and hence how to target should be at the center of the discussion when discussing a program's objectives.
Alternative age groups
All simulations assume that the targeted beneficiaries are children 0 to 5 years old, and elderly who are 65 years old or more. This section investigates whether slightly changing the eligibility age profiles can affect the poverty impact of the program. It is to be expected that the poverty impact will be affected only if the poor are concentrated in specific age or profile groups.
Figure 10 explores alternative age group definitions for children (it considers children 0 to 2 and 2 to 5 separately), to check if the poverty impact changes significantly by narrowing the age groups. With the exception of the Dominican Republic, the age group under consideration for a categorical transfer does not seem to alter significantly the results. This suggests that, overall, the distribution of income across age groups of children is such that providing higher transfers to a narrower group delivers a similar poverty impact than delivering lower transfers to a wider group. In all cases, the poverty impact under categorical targeting remains lower than under the targeted modality. 
Geographic targeting
The poverty impacts of targeted vs. categorical programs may also vary geographically, for instance between urban and rural areas. Figures 11 and 12 present the differential poverty impact of a national program in urban and rural areas that transfers equal amounts to beneficiaries in both regions. Overall, despite the poverty incidence being on average three times higher in rural areas, there appears to be surprisingly little differences in program's impact between rural and urban areas. In fact, a few results may appear counter intuitive at first sight, and we discuss them next.
In many countries, both categorical and targeted transfers achieve greater poverty reduction in urban than in rural areas. This is because, independently of poverty incidence levels, the poverty gap is smaller in urban areas (poverty gaps in rural areas are on average 3.5 times higher), hence, equal amounts transferred to beneficiaries achieve greater poverty reduction in urban areas. However, aside from Bolivia where the same targeted program achieves twice as much poverty reduction in urban than in rural areas, differences in poverty impact remain fairly modest, from 1.6 times in Nicaragua to 0.9 times in Colombia.
This suggests that, on average, benefits ought not to differ much between urban and rural areas, though they could be slightly higher in rural areas. The lower poverty gap in urban areas also provides an explanation of why targeted transfers do not necessarily perform better in urban than in rural areas, despite the lower poverty incidence. In fact, the picture remains quite heterogeneous. In Nicaragua, where two thirds of the population in rural areas lives in extreme poverty (against a quarter in urban areas), targeting performs much better in urban than in rural areas: in urban areas, it achieves 2.7 times higher poverty reduction than a categorical program, as opposed to only 1.7 times in rural areas. But in Panama, on the opposite side of the spectrum, poverty targeting performs way better in rural areas. This is because the poverty gap in urban areas remains so small (2.3 against 12 in rural areas), that even a "diluted" categorical transfer would achieve massive poverty reduction. In contrast, targeted transfers in rural areas perform way better because they allow to transfer higher resources to the poor, and hence to overcome more easily the higher poverty gap.
Conclusions
From a theoretical perspective, targeting social assistance to the poor always improves the programs' poverty impact since, for a given budget, targeted programs transfer more resources to fewer beneficiaries. However, the extent to which these gains are substantial enough to overcome some of the drawbacks related to targeting remains an empirical Targeted   21 question. The findings suggest that the incidence of poverty is key, but not the only factor affecting the relative effectiveness of targeted vs. categorical transfers. The rural-urban analysis strengthens the view that the relative effectiveness depends on a variety of factors, in particular the depth of the poverty gap: if it is relatively low, the difference in poverty impact of categorical vs. targeted transfers may not be that large.
The comparison of programs for children and the elderly also supports the view that choosing carefully the beneficiaries is almost as important as targeting to achieve poverty reduction. The simulations show that because, overall, there are less elderly than children who are poor, for given resources social assistance programs to the elderly achieve a lower poverty impact -even if they are poverty targeted. This does not necessarily call for phasing out social pensions, but for a rebalancing of the budget of social assistance programs towards the largest vulnerable groups.
Overall, the findings support the view that in the Latin American context targeting assistance to the poor tends to deliver higher poverty impacts. There are nonetheless circumstances under which simpler schemes, such as categorical cash transfers for vulnerable groups that are geographically confined to regions with strong pockets of poverty, may be a valid option to consider as an alternative to means tested or proxy means tested programs. This is particularly the case in low income countries with widespread pockets of poverty.
We would like to conclude with a note of caution. To achieve comparability across countries, the simulations abstained from looking at country specific factors that ought to be considered in the design of effective social assistance programs. Among these are more precise identifications of vulnerable groups and of geographic differences. The results should thus be taken as they are -a suggestive cross country comparison with no ambition to provide guidance for specific countries, which ought to include more country specific factors. 
